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Report to Shareholder 


VIA is inheriting a sound rail pas- 
senger system which serves some 
1,200 locations coast-to-coast 
where facilities are generally good 
and operates on high calibre track- 
age, much of it equipped with 
modern signal systems. 

With the exception of the Turbo 
and Tempo trains purchased a de- 
cade ago, most of the equipment is 
more than 25 years old. However, it 
has been well-maintained and many 
cars have been refurbished and 
modernized. 

Most important of all, it is staffed 
by competent management and 
personnel who have maintained 
and operated the system in the face 
of difficulties and uncertainties 
stemming from declining patron- 
age and inflated costs in recent 
years. 

Perhaps the best testimonial to 
the worth of our rail passenger sys- 
tem is that a substantial number of 
Canadians use trains. They spend 
more than $100 million for train 
travel every year. Last year their use 
of the rail system increased by 10 
percent. On a per capita basis, three 
times as many Canadians travel by 
train as do their neighbours South 
of the border. 

The $100 million Canadians cur- 
rently spend for rail transportation 
covers less than one-third of the 
cost of providing the services. 
There are reasons for this: a sub- 
stantial portion of the costs results 
from the country having two na- 
tional railway systems — including 
two transcontinental services — 


operating trains at 30 to 35 percent 
load factors. Added to this is dupli- 
cation of services, trains, stations 
and personnel functions. Also, main- 
tenance of the older equipment 

is expensive and some services 

are unattractive or inconvenient 

to the public. The latter is particular- 
ly true of intercity services provided 
by trains designed for long-haul 
passengers such as the Trans- 
continentals. 

The Government of Canada has 
established policies to change the 
existing rail passenger business 
and created VIA Rail Canada Inc. to 
carry out its policies and plans. 

The Company's objectives can be 
simply stated — developing improv- 
ed, attractive, efficient rail passenger 
services and at the same time 
reducing the cost of providing those 
services. 

Subject to future Government 
policies and directives, the basic ap- 
proach will be to determine the “real 
needs” of the various regions of the 
country for rail passenger services 
and then design services to meet 
these needs. 

For this purpose, the Government 
and VIA will examine them in con- 
junction with other modes of travel 
— bus, air and automobile. The rail 
system envisaged is meant to be 
coordinated with and to comple- 
ment other modes. 
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Simply stated, the objective is to 
provide a true transcontinental ser- 
vice from Halifax to Vancouver 
connected with swift rail or road 
feeder services across the country; 
and to provide rapid, comfortable 
train services between metropoli- 
tan centres in Western and Eastern 
Canada, with attractive self-pro- 
pelled units to serve local and remote 
areas. 

Costs will be reduced in two ways. 
First by tailoring services to either 
needs or demands or both so that in 
time, load factors will be increased 
to 60 or 70 percent. Second, to 
design convenient and attractive 
services to travellers and aggress- 
ively promote them, for increased 
patronage. 

VIA intends to establish Advisory 
Councils across the country com- 
posed of representatives from pro- 
vincial and municipal governments 
as well as from business, labor and 
other special interest groups. Thus, 
VIA planning can be carried out in 
the framework of the total transpor- 
tation requirements of the regions 
and as much as possible in cooper- 
ation with all concerned. 


Since the creation of VIA a year 
ago, management has visited most 
of the provinces to give govern- 
ment representatives, interest 
groups and communities a prog- 
ress report on the formation of VIA, 
its plans and approaches. 

In November, we appeared be- 
fore the Standing Committee on 
Transport and Communications in 
Ottawa to explain VIA’s concept 
and to answer questions. 

At both federal and provincial 
levels, the reception was warm and 
enthousiastic, encouraging us to 
believe that VIA is working ina 
positive environment as it sets out 
to achieve its objectives. 

As we enter our second year, 
management is equally encouraged 
by the enthusiasm and dedication 
of the capable group assembled to 
build the Company. We look for- 
ward to the same kind of positive 
attitude from the many CN and CP 
Rail employees who will be wel- 
comed into the VIA organization. 

With such a commitment, man- 
agement is sure to achieve its goals. 


PWR 


Robert A. Bandeen 
Chairman of the Board 


Slane ) 


J. Frank Roberts 
President and Chief Executive Officer 


Montreal, March 2, 1978 


The First Year: A Review 


VIA Rail Canada Inc. was formed 
one year ago, on January 12, 1977 
and approved by the Parliament 
of Canada in March through Ap- 
propriation Act 1, 1977. The result 
was an organized effort to revitalize 
the country’s rail passenger busi- 
ness and at the same time reduce 
the financial burden carried by the 
government to maintain these 
services. 

At the end of its first year, the 
company is three months away 
from assuming the management of 
CP Rail and Canadian National rail 
passenger services. This will take 


place on April 1, 1978. The company’s 


history is short, its future promising. 
This first annual report records the 
events and accomplishments of the 
first year, while also discussing 
some of the concepts and plans un- 
derway to create a rational, vital rail 
passenger system for Canada. 

VIA was created as an effective al- 
ternative to the existing method of 
providing rail passenger services in 
Canada; up to now, the railways 
operated the trains and were com- 
pensated for 80% of their losses by 
the Federal Government. 

The passenger deficit kept in- 
creasing each year at a faster rate 
than the inflation factor, yet the 
Government, which was paying 
most of the deficit, had no direct in- 
fluence or control over the man- 
agement of the passenger services. 

Initially, VIA was established as a 
wholly-owned subsidiary of Cana- 
dian National, although the Com- 
pany was not comprised in the ac- 
counts of CN and was to operate at 
arms length from it. This was the 
basis on which the new Company 
was launched, but it became appar- 
ent that full Crown Corporation 
status would best serve VIA and all 
parties involved. On December 15, 
Parliament authorized the Govern- 
ment to purchase all VIA shares 


from CN, thereby paving the way to 
make VIA a separate entity. 

As a Crown Corporation, VIA will 
enter into contracts with the Federal 
Government to manage rail ser- 
vices, including marketing, the per- 
formance of on-board services, re- 
servations, ticketing and station 
duties. VIA will in turn contract with 
the railways to operate the trains. 

VIA has been granted the powers 
of a railway company and could at 
any time assume additional re- 
sponsibilities. It acts in accordance 
with government policy and the 
regulating authority of the Cana- 
dian Transport Commission. 

The overall VIA concept was for- 
mally agreed to by CN, CP Rail, VIA 
and the Minister of Transport ina 
Memorandum of Understanding 
signed by all parties on July 19. 

On June 1, 1977, VIA took over 
the passenger marketing function 
for both railways, in accordance 
with an agreement, called Im- 
plementation Plan, signed by CN, 
CP Rail and VIA on November 23 
which specifies the process by which 
VIA will assume its responsibilities. 
The next important date in this Plan 
is April 1, 1978, when VIA will as- 
sume responsibility for manage- 
ment of all CN and CP Rail pas- 
senger services, with the exception 
of commuter services. 

VIA‘s job is to determine, with the 
Government, services to be oper- 
ated and then to manage them 
under contract as they are deter- 
mined or as consolidations are 
effected. This is a step-by-step pro- 
cess with an interim period during 
which VIA will operate existing pas- 
senger rail services at the railways’ 
costs while the railways will con- 
tinue to submit losses to the CTC to 
recover 80 percent as provided by 
the Railway Act. 


An all-important aspect of the VIA 
concept is to operate on a profit 
basis. All contracts with the Gov- 
ernment will provide sufficient 
funds to make up the difference be- 
tween the budgeted costs of provid- 
ing the services and the anticipated 
revenues. Moreover, contracts will 
include incentive payments de- 
signed to encourage VIA manage- 
ment to achieve greater efficiency, 
more attractive service and, ulti- 
mately, higher sales. 

In the same manner, contracts 
undertaken between VIA and the 
railway companies will include in- 
centives and penalties to motivate 
the railways to operate the trains ef- 
ficiently and on schedule. 

The first contract between VIA 
and the Government was an Interim 
Management Contract to cover 
specific activities from the 
Company’s inception to March 31, 
1978, including the organization of 
a head office and regional man- 
agement team, the operation of the 
marketing function, and a host of 
related activities all directed toward 
having an organization in place 
ready to assume the operation and 
management of rail services 
on April 1. 


The company moved into its 
head office quarters in Montreal on 
July 1, and at year-end all key man- 
agement positions had been iden- 
tified and filled. These include the 
vice-presidents of the four regions 
within the corporate structure — 
VIA West which includes Manitoba, 
Saskatchewan, Alberta and British 
Columbia, with headquarters at 
Winnipeg; VIA Ontario with head- 
quarters at Toronto; VIA Quebec 


with headquarters at Montreal, and 


VIA Atlantic with headquarters at 
Moncton, N.B. to serve the four At- 
lantic Provinces. 

The huge task ahead of con- 
solidating two separate railway sys- 
tems into one is well illustrated in 
the work underway in the market- 
ing department since June 1. This 
group maintained the momentum 
of what had already been set in mo- 
tion by the railways while at the 
same time setting up an organiza- 
tion including people from both 
railways. By November, all neces- 
sary positions had been identified 
and filled. Then the entire staff of 
some 50 people moved into VIA 
quarters over one weekend. Since 
most of the people were assigned 
duties with which they were 
familiar, day-to-day production was 
maintained. 

Meanwhile, the staff has been 
vigorously attacking the overall 
problems of integrating two sepa- 
rate systems that had their own fare 
structures, tickets, accounting 
methods, all types of forms, reser- 
vations systems and routings. 

The whole subject of routings 
alone is extremely complex as the 
two passenger networks combined 
will serve 1,200 points. The new 
possible combinations for depar- 
tures and destinations run into 
hundreds of thousands and the 
work required to establish fares, 
tariff and routing instructions for all 
of these new combinations is im- 
mense. 


At the same time anewadvertis- 11 
ing and promotion program was 
developed and implemented in 
order to jointly promote CN and CP 
Rail services — under the VIA 
banner. 

In view of the take-over date of 
April 1, a training and communica- 
tions program is being designed to 
acquaint all on-board and station 
personnel with the new systems 
and procedures. 

Other key departments, Opera- 
tions, Development and Planning, 
Human Resources and Accounting 
and Finance have been similarly 
occupied in their respective areas. 

Operations has undertaken a two- 
fold task: developing its organiza- 
tion plan for the system coast to 
coast, and undertaking an inventory 
of CN and CP Rail passenger equip- 
ment and locomotives prior to de- 
ciding what equipment will be 
acquired by the Company. 

Meanwhile, designs and plans for 
the refurbishing of 96 self-propelled 
rail diesel cars (RDC’s) are under- 
way with work expected to start 
on this project in 1978. When com- 
pleted, these cars will be used in 
feeder and short intercity services 
as well as in remote areas where 
traffic is light and does not warrant 
operation of full conventional trains. 

In November, the Government 
and VIA announced the purchase 
of ten train sets of new LRC equip- 
ment from MLW-Bombardier of 
Montreal. With delivery scheduled 
for 1980, the 50 coaches and 22 
locomotives represent the first 
purchase of new rail equipment in 
a decade. With a maximum speed 
potential of 200 kilometres-an-hour 
on conventional track, these trains 
will be used to provide fast intercity 
services in various parts of the VIA 
system. 
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The provision of computer ser- 
vices was well advanced at year- 
end. Contracts with two companies 
were underway, one to handle all 
corporate accounting transactions 
and the other to design and imple- 
ment a payroll system. Both sys- 
tems will be installed by April 1, 
1978. 

Air Canada jointly with VIA, has 
undertaken initial work on the de- 
velopment of a highly automated 
ticketing and reservation system 
to be called ReserVIA. This will be a 
key element in the smooth and effi- 
cient operation of the VIA system. 
What is called for is a system which 
will provide railway passengers 
with a level of convenience and 
service impossible to achieve under 
present circumstances. The new 
system will incorporate advances in 
both technology and computer sys- 
tems developed since CN’s reserva- 
tion system was installed in the 
mid-1960’s. The latter now used by 
both CN and CP Rail has become 
technologically obsolescent. 

Besides enhancing service to cus- 
tomers, ReserVIA will provide man- 
agement with information on sales, 
traffic levels and equipment require- 
ments — essential in maintaining 
high load factors and a general effi- 
ciency throughout the rail network. 

ReserVIA will eventually be con- 
nected to Air Canada’s Reservac Il 
system and through it to most air- 
lines in Canada, travel agents, 
hotels and other agencies using the 
Air Canada system. As a result, 
ReserVIA will constitute an impor- 
tant link in the growing inter-modal 
reservations and ticketing capabil- 
ity in Canada. 

In all of the foregoing activities 
and plans, the most important fac- 
tor is people. 

In addition to management and 
office personnel, other employees 
will become part of the VIA organi- 
zation. This applies to personnel 


aboard trains such as stewards, por- 
ters, waiters and other meal-service 
employees, and station employees, 
including ticket sellers, reservation 
clerks, red caps and baggage 
handlers. Operating crews who will 
be actually running the trains, re- 
main employees of the CN and 

CP Rail. 

In order to facilitate a smooth 
transfer of management personnel 
from the railways to VIA, a head- 
quarters staffing committee was set 
up with representatives from the 
three organizations. The committee’s 
main purpose is to ensure that CN 
and CP staffs are treated equitably 
while meeting VIA’s requirements. 

Also, a Personnel Transfer Agree- 
ment protects CN and CP Rail 
employees’ rights and privileges 
during the transition period and it 
also establishes the responsibilities 
of VIA, CP Rail and CN under the 
employment contract. 

Meanwhile, work was well ad- 
vanced by year-end to develop, by 
April 1, a benefits package for all 
employees. Preliminary steps have 
been taken to have a VIA pension 
fund by the end of 1978. 

On April 1, some 3,500 to 4,000 
employees will be transferred to 
VIA. Because of the reduction in 
train miles and the rationalization of 
the Western Transcontinental, and 
other consolidations to come, there 
will be an undetermined number of 
surplus employees in the future. 

With this in mind, the Governor in 
Council issued regulations in October 
with respect to the implementation 
of adjustment assistance to railway 
companies and employees who will 
be affected by changes in railway 
services. 
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At year-end, preliminary discus- 
sions had been held between union 
representatives, CN, CP Rail and 
VIA regarding the transfer of em- 
ployees under union contracts and 
the benefits to be made available to 
those adversely affected. 

One of management's immediate 
challenges with respect to em- 
ployees is to raise their confidence 
in the rail passenger business, to 
boost their morale and encourage 
them to give their utmost in serving 
the public: Their performance is a 
prerequisite for VIA’s success. 

Uncertainty over the future of the 
rail passenger business has been a 
fact of life for many of these people 
for some years now. In spite of this, 
they have been the backbone of the 
essentially good system VIA is in- 
heriting. These experienced and 
competent people have, for the most 
part, been highly dedicated to rail 
passenger services for many years. 

Internal communications and 
training programs are being devel- 
oped to acquaint employees with 
new standards of service and per- 
formance VIA intends to provide for 
its customers and to stimulate em- 
ployee pride and confidence in the 
service. 

Looking ahead to the immediate 
future, dramatic visible improve- 
ments in equipment and service 
will not be apparent for two years 
or more. This is due to the lead time 
required to refurbish equipment, 
obtain delivery of new equipment, 
create ReserVIA and develop new 
systems and design services. 

The first important development 
in rail service scheduled for 1978 
will be the implementation of the 
Final Plan for Western Transconti- 
nental service developed by the 
Canadian Transport Commission. 

Presently, two trains — one CP 
Rail and one CN — leave Toronto 
and Montreal westbound and 
Vancouver eastbound each day. 


Underthe Final Planthesetwotrains 


will be consolidated into one service. 


Montreal and Toronto sections will 
be joined at Sudbury and travel to 
Winnipeg by the CP Rail route 


‘around Lake Superior. At Winnipeg 


this train will be split into two sec- 
tions, one going to Vancouver on 
the CP Rail route through Calgary 
and the other over CN lines through 
Edmonton. Eastbound trains will 
follow the same routing in reverse. 

Preliminary steps will be taken in 
June, 1978, followed by the full im- 
plementation of the Plan in the Fall, 
at which time a local train will pro- 
vide service between Winnipeg and 
Capreol, Ontario. 

Meanwhile, the Canadian 
Transport Commission held hear- 
ings in 1977 with respect to the 
Eastern Transcontinental service 
between the Atlantic Provinces 
and Montreal. 

Transcontinental equipment will 


also be improved in the years ahead. 


In 1978, VIA will begin a study to de- 


termine the most suitable and attrac- 


tive equipment and on-board 
services to provide more comforta- 
ble and pleasant long-distance train 
travel. 

Substantial improvements are ex- 
pected for the eastern section of the 
Quebec-Windsor corridor in 1980 


when the Company takes delivery of 


new LRC equipment now on order. 
Prior to that, new schedules will be 
developed for the Quebec-Montreal- 
Ottawa section to provide conve- 
nient services between these cities. 
Because of extremely light freight 
traffic on CP Rail lines between Ot- 
tawa and Montreal and Montreal 
and Quebec, the Company has an 
opportunity to research and test 
high speed systems using tracks 
that are only used by passenger 
trains. The Government is provid- 
ing funds for this project. 
Concurrently with the implemen- 
tation of the Quebec-Ottawa high- 
speed service, intercity services in 


Southwestern Ontario, the Atlantic 
Provinces and in Western Canada 
will be improved on a programmed 
basis as refurbishing of self-propell- 
ed RDC units is completed and LRC 
trains are delivered. 
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Financial Statements 


Statement of Expenditures 
For the period from January 12, 1977 to December 31, 1977 


General Management $ 398,088 
Operations 18,924 
Marketing 1,056,255 
Planning and Development 445,156 
Finance and Administration 319,824 
Human Resources 24,977 
Public Relations 9,691 
Other 2,053 $2,274,968 
Less: Reimbursement from Government of Canada $2,274,968 


Balance Sheet 
As at December 31, 1977 


Assets 
Current Assets 
Cash and short term deposits $ 542,742 
Accounts receivable 11,574 
_ Other current assets 5,380 $ 559,696 
Liabilities 
Current Liabilities 
Accounts payable $ 175,907 
Accrued liabilities 10,357 
Deferred payments from the 
Government of Canada (Note 2) 2138432 $ 459,696 


Shareholder’s Equity 
Capital Stock 
Authorized — the number 
of shares that may be issued 
is not limited. 
Issued during the period 
for cash and fully paid — 
1000 common shares 
of no par value $ 100,000 


_3 859,696 


Signed on behalf of the Board. 


Wei 0 Leuk | 


R. A. Bandeen J. F. Roberts 
Chairman of the Board President & Chief Executive Officer 
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Notes to Financial Statements 


1. Incorporation 
The company was incorporated on January 12, 1977 under the Canada Business 
Corporations Act. 


2. Operations 

The operations of the company are being financed through a management contract 
with the Government of Canada which expires on March 31, 1978. This contract pro- 
vides for the reimbursement of expenses incurred by the company in completing the 
necessary arrangements to enable it to take over the management of all Canadian rail 
passenger services on April 1, 1978. 

The amount shown as deferred contributions represents the excess of payments 
received from the Government of Canada over expenditures incurred to date. 

The total amount payable to the company under the management contract is limited 
to $6,610,000. 


3. Commitments 

a) The company has entered into an agreement to purchase seventeen locomotives and 
forty-one coaches for a total estimated price of $47 million payable over a period of two 
years based on reaching completion milestones. 

The Government of Canada has undertaken to provide the company with the funds 
required to retire any borrowing necessary to finance the above purchase by annual 
installments terminating in 1984. 

b) Under the terms of an agreement dated September 30, 1977 the company Is liable to 
pay the sum of $700,000 for the development, implementation and on-going operation 
of an automated reservations and ticketing system. The amount of the contract is 
payable in five monthly installments of $140,000 commencing on October 1, 1977. At 
the balance sheet date two installments amounting to $280,000 were outstanding. 

c) The annual rental under a ten-year property lease expiring in 1987 is $282,600. 


4. Statement of Changes in Financial Position 

A statement of Changes in Financial Position has not been prepared for the share- 
holder as the company’s operations have not yet reached the stage where such a 
statement would be meaningful. 


5. Subsequent Event 

Order-in-Council No. 1977-9/3148 dated November 3, 1977 approved the disposition 
by Canadian National Railways to the Government of Canada of its investment of 
$100,000 in the issued and outstanding capital stock of the company. Authority for the 
Government to disburse the funds required for this transaction is contained in Appropria- 
tion Act No. 3, 1977/78 enacted on December 15, 1977. It is expected that Canadian 
National Railways will divest itself of this investment on March 31, 1978. 


Auditors’ Report to the Shareholder 


We have examined the balance sheet of VIA Rail Canada Inc. as at December 31, 1977 
and the statements of expenditures for the period January 12, 1977 to December 
31, 1977. Our examination was made in accordance with generally accepted auditing 
standards, and accordingly included such tests and other procedures as we considered 
necessary in the circumstances. 

In our opinion these financial statements present fairly the financial position of the 
company as at December 31, 1977 and the results of its operations for the period then 
ended, in accordance with generally accepted accounting principles. 


Ceopues ’ Lire 
Chartered Accountants 


Montreal, Quebec 
March 10, 1978 
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